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CERTIFIED MAIL sep 2 1983

Dear Sir or tladam:

o haye completed cur revier of thes spplicaticn fog recogaition of
exemption from Fedsral income taz under secticn 5014 {7 of the Internal
Ravenue Code of 1986,

{our subsitted informaticn disclozss that vou were foracd as &

corporiti‘bl) co N i: tL¢ Stats of — Yyour
purposes 1nclude the prosotion of vater skiigg as an organiced sport
through ¢omiguaiiy programs, vournaesnts. climics, exbibivions, "lsarn tc
ski” projects and the figpancing 2© any suth aztivify.

Youp activities ars to ccordipate va zkiing tournawents., a "sale watex
skiing cliniz,” and to sell merchandiss snd concessicns at the towrnpamsuis
Lo defer the cost of maintepance of e¢guipment, paywest of demand note 101
vater ski juep. supplizes, tournswznt ralated expenses and advertising.

Sgotion 50r{ch {7 ¢ Ceds pruvides for the exemption from Federal
income tax of clubs organized for pleasurs, recreation, and other
acnproyitakble p auen, substaptiaily all of ke activities of which are
for such purposes and no part of the pet earniags of which inures io the
benalii of any ;ri"at# sharcholder or individual.

Secticn L.501dei{7i~1%a} of the income tax ragulations states that the
srempticn provided by {ede section 5CGlial for ocrganizaticns described in
¢ode saction 5084c) {7} applies oply to clubs which are crganized apd

}
sparatzd exclusively for pleasure, vacreation and cothsr nonplbiztable
purposas, but doss not apply te any club if any part ¢f its net sarnings
inures te the benefit of any private zhareholder. In general, this
zzemption extends to sccial and recreation clubs which are sapported
soulely by membershiyp fces, duss and assessments.
section 1.501{a}-1{c) of the incom= tax regulaticns defines thz word
“private sharsholder” in Code section 501 as referring to persoas having 2
peveonal and private intersst in the activities of an orgamization.
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Revanue Ruling 58-52%, published in Cumulative pulletin 1958-2, page 266,
provides that a sccial club should not &ngage in any tvps of business

ctivity which is designad to increase of which could result in an
increase of net earnings t¢ the benefit of any sharehclder or individua
¥hen a club derives income irom nonmember sources and uzes such incore
reduce the cost of providing services to its wmembers, an inursment ¢f ik
club's net sarnings is present.

3
A4«
L3
[

Public Law 94-568. as explainmed in Senate Keport 34-1318, published 1n
Cygulative Bullatin 1976-2, page 537, providas that a social club exemptl
from tax and described in Code secticn $01{c) ({7} may receive up te 35
veroent of its gross recelipls from a combination of investment incoms and
receipts from nonmembers. so long as the latter repressnts not morz than
15 percent of total xecsipts. 1If a sooial olub's 'receipts fiom
investments and/er nopmembers emceed gither of these percentage limits,
all thz facts and circumstances are to be taken intc account in
determining vhether the srganizaticn qualifiss for cxempt status. In
determining vhether social cliubs mzast ths 35-15% percent limitations,

Z <
"gross recaiprs” are nee raczipts from the traditicnal,

nermal . and usuwal act. . %hen a club receives income
freom nontraditicnal o such incoms is not to be included
in either the numerator or densminatoy for purpeRes ¢f computing she 35 o1
1% perczat allowancss.

Your raceipts frowm sales Lo n coounti period
vere I percent o1 your total grc zipts s sales
ts nonmembers resulted in a profit b 5 parc limit
specifizd within Fublic Lax 54-358. ln add;tlﬁu, Revenue Ruling 145,
published in Cumulative pulletin 1979-1, page 360, states that amounts
paid to a social club by visiting memberz of another social club are
amounts paid by ancomembers, 2ven though both clubs are of like nature ani
the amounts paid are for goods, facilities, or services provided by such

i
sccial club under a reciprocal arrangement vith such other sor
Furthernore, because there is pot evidencs within your subniit
infermation that reczipts from your sales to nonmembers were u
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d for any
purposes other than the reduction of the cost of your providing serviccs
to your members, the facis and circumstances indicate that an inurement of
your net earnings Lo your membership is present. You, therefors, de not
gualify as an organization that 1s exempl from tax undsr Code section

501 {c} (7).

fn accordance with this dstsrmination, you are raguired to file Fadaral
corporate income tax returns on Form 1120¢. If you dc¢ not accept our
findings, we recommend that you requast 2 soenfersnoe with a member of sur




Regional offics conference staffi. Your raquest for a conference sheouid
include a written appeal giving the facts, law and amy other information
zo support your position as explained withinp the enclosed Publication 9%32z.
You will then be contzcted to arrange a cdate for a conference. The
confsrence may be held at the Regional cffice, or if you reguest, at any
mutually ceavepnient District office. If we do net hear from you within 30
days of the date of this letter, this determination will bucome final.

Sincerely yours,

District Divecter

Enclosure: Publication 892




